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SUBJECT: Enpl oyer Public School or Vocational Institution Math or Science Teachers
Credit/ Open Enrollnment Cass Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would authorize a credit to taxpayers equal to 50% of the
qgual i fi ed expenses paid or incurred during the taxable or incone year in
connection with lending a qualified enployee to a high school, community coll ege
or vocational school for the purpose of teaching math or science.

Under the PITL and the B&CTL, this bill also would authorize a credit to

t axpayers equal to 50% of qualified expenses paid or incurred during a taxable or
i ncone year in connection with allow ng a public school teacher to attend an

enpl oyer - sponsored education class by using an open enrol | nent space.

These credits will be discussed separately in this analysis. Except with respect
to an analysis of revenue inpacts, this analysis will not address the bill’s
changes to the Education Code, as they do not inpact the Franchi se Tax Board.

EFFECTI VE DATE

The credits would apply to taxable and i ncone years begi nning on or after
January 1, 1999, and before January 1, 2004.

LEG SLATI VE H STORY

AB 1713 (1997/1998)

SPECI FI C FI NDI NGS

Exi sting state and federal |laws allow a tax deduction for business expenses,
i ncludi ng enpl oyee salaries. They also allow a deduction for charitable
contri butions.

Exi sting state and federal |aws provide various tax credits that are designed to
provide tax relief for taxpayers who nust incur certain expenses (e.g., child and
dependent care credit) or to influence behavior, including business practices and
deci sions (e.g., research credits). However, state and federal |aws do not
currently allow a credit for Iending an enployee to a public school to teach or
for allow ng a public school teacher to attend an enpl oyer-sponsored cl ass.
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Exi sting state | aw provides general rules that apply to all tax credits, unless
the individual credit provision specifies otherwise. These general rules specify
that any remaining credit carryover allowed by a section that has been repeal ed
or made inoperative may be carried over under the provisions of that section as
it read imediately prior to being repeal ed or becom ng i noperative.

Exi sting state | aw provides general rules on the division of credits between

mul tipl e taxpayers, a husband and wi fe, or partners. Except as specified, no tax
credit may reduce regular tax below the tentative mininumtax for alternative

m ni mum t ax pur poses.

Exi sting state | aw provides hiring credits based on qualified wages paid to
speci fied enpl oyees of businesses within various econom c devel opnent areas.

Al though other limtations and restrictions may apply, qualified wages for these
hiring credits cannot exceed 150% of m ni mrum wage (which currently equates to
$8. 63/ hour) .

Exi sting state | aw provides that an "em nence credential"” may be issued, upon the
reconmendati on of a school district's governing board, by the Comm ssion for
Teacher Preparation and Licensing to any person achi eving prom nence in a subject
area taught or service practiced in California public schools. This credenti al
aut hori zes teaching or the performance of services in the public schools in the
subj ect or subject area or service and at the level (s) approved by the
Conmi ssi on.

LENDI NG QUALI FI ED EMPLOYEE TO TEACH MATH AND SCl ENCE

Under the PITL and the B&CTL, this bill would allow a taxpayer to claima credit
equal to 50% of the qualified expenses paid or incurred during the taxable or

i ncone year in connection with lending a qualified enployee to a high school,
community coll ege or vocational school for the purpose of teaching math or

sci ence.

This credit defines “qualified enpl oyee” as an enpl oyee whose enpl oynent
specialty includes math or science. This credit further requires that a
qual i fi ed enpl oyee who teaches at the high school |evel nust have been issued, or
is eligible for the issuance of, an em nence credential as defined in the
Educati on Code.

This credit defines “public school” as any high school in this state that is part
of a public school district or conmunity college that is part of the Conmunity
Col | ege system

For the purpose of this credit, "certified" neans the issuance to the taxpayer of
a service record by the public school or vocational institution verifying receipt
of teaching services. The service record must contain the enpl oyee's nane, dates
of teaching service, nunmber of teaching hours, and a verification signature from
an aut horized agent or designee of the public school or vocational institution.

This credit would be limted to expenses paid or incurred in connection with the
wages of enployees for preparation time or teaching math or science at a public
school or community college located in this state.
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This credit would be in lieu of a deduction for the anpbunt of expenses for which
this credit is allowed.

Any all owabl e credit amount that exceeded tax liability would be carried over
until exhaust ed.

Since this credit does not specify otherwi se, the general rules applicable to the
carryover and division of credits would apply, and this credit would not reduce
regul ar tax bel ow tentative m nimum t ax.

| npl enent ati on Consi derati ons

Departnent staff is available to work with the author's office to resol ve
t hese and other concerns that nmay be identified.

It is unclear if the author intended that "teaching" nean direct
instructional services in mathematics or science pursuant to an approved
curriculum As currently witten, this bill could allow an individual to
qualify for this credit sinply by providing information regardi ng how t he
application of math or science relates to his or her conpany.

It is unclear what constitutes "preparation tine."

Further definition is needed as to which itenms would constitute “qualified
expenses” (i.e., direct/indirect wages for classroom personnel, teaching
supplies, class materials, equipnent, etc.)

A definition is needed for "vocational institution" for the departnent to
process this credit since it is unclear whether "public" applies to
vocational institution. Further, it is unclear if the author intended
that this credit be allowed for teaching in a vocational institution
outside of this state.

Credits are typically used within eight years of being earned. Since
this credit does not have a carryover limt, the departnent would be
required to retain the credit carryover on the tax forns indefinitely.

Techni cal Consi der ati ons

The school nust certify certain itens for the credit to be all owed.

Furt her | anguage shoul d be added to this provision to include
verification that the enployee has or is eligible for issuance of an

em nence credential and to require the taxpayer to provide a copy of the
certification to the departnment upon request.

Wages paid for both teaching and "preparation time" qualify for the
credit. Teaching tinme must be certified by the public school or
vocational institution. "Preparation tinme" need not be certified. The
| ack of definition of "preparation tine" together with the | ack of any
met hod to verify "preparation time" would nake it inpossible to audit
wages paid for "preparation tinme."
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PUBLI C SCHOOL TEACHER TO ATTEND EMPLOYER- SPONSORED EDUCATI ON CLASS BY USI NG AN
OPEN ENRCLLMENT SPACE

This bill would authorize a credit to taxpayers equal to 50% of qualified
expenses paid or incurred during a taxable or income year in connection with

all owing a public school teacher to attend an enpl oyer-sponsored education class
by using an open enrol |l ment space.

This credit defines “public school” as any high school in this state that is part
of a public school or any community college that is part of the Community Coll ege
system

This credit would be in lieu of a deduction for the anpbunt of expenses for which
this credit is allowed.

Any all owabl e credit amount that exceeded tax liability would be carried over
until exhaust ed.

Since this credit does not specify otherw se, the general rules for carryover and
division of credits would apply, and this credit would not reduce regular tax
bel ow tentative m ni num t ax.

Pol i cy Consi derati ons

This bill does not require that the teacher be allowed to attend the cl ass
for no charge. As a result, the taxpayer could receive a double benefit by
being allowed the credit and also receiving a fee fromthe teacher for
attendi ng the cl ass.

This bill provides a credit for class attendance with no requirenent that
the class be directly related to the teacher's area of expertise or
cl assroomresponsibilities. |If the goal of the credit is to increase

teacher effectiveness, the author may wi sh to consider el aborating on the
type of class that would qualify for the credit.

| npl enent ati on Consi derati ons

Departnent staff is available to work with the author's office to resol ve
t hese and other concerns that nmay be identified.

It is unclear if an "enpl oyer sponsored education class" would 1) include
conf erences, conventions, presentations, sem nars, and other rel ated
events; or 2) be a "class" normally provided for the benefit of his or
her enployees. Also, it is unclear if the author intended to provide a
credit for California public school teachers to attend enpl oyer-sponsored
educati on cl asses provided outside of this state. A definition is needed
to clarify the author's intent.

It is unclear what woul d characterize an "open enrol |l nent space.”

Further definition is needed as to what itenms would constitute “qualified
expenses” (i.e., direct/indirect wages for personnel teaching the class,
teaching supplies, class materials, equipnment, etc.) and allocation of

t hose expenses to the open enrollnment participant.
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It is unclear if "public school teacher"” would include a teacher

assi stant, a teacher aide or other part-time or volunteer position. To
prevent di sagreenent between taxpayers and the departnent, the author may
wi sh to specify what positions would qualify as a "public schoo

teacher."

Credits are typically used within eight years of being earned. Since
this credit does not have a carryover limt, the departnent would be
required to retain the credit carryover on the tax forns indefinitely.

FI SCAL | MPACT

Departnental Costs

Until the inplenentation considerations addressed in this analysis are
resolved, the departnent’s costs to admnister the bill are difficult to
determ ne. However, once the considerations are resolved, the departnent’s

costs are expected to be mnor.

Tax Revenue Esti mate

Based on data and assunptions di scussed bel ow, insignificant revenue | osses
are estimated to result fromthis bill (with enactnment assumed after
June 30, 1999:

Esti mat ed Revenue | npact of AB 81
As | ntroduced Decenber 9, 1998
Years After 12/31/98 To Sunset Dates
(In $M | 1jons)

Fiscal Years 1999/ 00 2000/ 0 2001/ 0
Retired 1.2 1.2 1.3
Loaned Teachers (1.2 (1.1 (1.2
Open Enrol | ment (0.3 (0.2) (0.2)
TOTALS (0.3 (0.1) (0.1)

Any possi bl e changes in enpl oynent,

that m

per sonal

i ncome,

or gross state product

ght result fromthis nmeasure are not taken into account.

Tax Revenue Di scussi on

A) Retired Teachers’ |ncone

For July 1, 1999 through June 30, 2002, this provision, by elimnating the
retirement all owance reducti on nandated by the State Teachers’ Retirenent
Law, would result in additional taxable conpensation reported for state tax
pur poses.

For this analysis, three groups of retirees were considered - those who are
teaching and their inconme is near or above the incone threshold ($18, 750 for
1998/ 99) for retirenment purposes; those who are teaching and nmaking | ess
than the threshold; and finally those who would return to teach because of

t hi s change.
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Based on information fromthe California State Teachers’ Retirenent System
(STRS), there were nearly 140,000 retired public school teachers (al

| evel s) as of June 30, 1998. The nunber of retirees fornmerly teaching math
or science in California high schools is projected to be 5% of this total or
7,000 (calculated fromdata for active teachers in California public schools
grades K-12 provided by the State Departnent of Education). Due to the
limtation of earnings for retirenent incone purposes, it is projected that
no nore than 500 of these retirees are currently teaching and earning an
average of $25,000 for an average retirenent allowance reduction of $6, 250.

Wth enactnment of this bill, it is projected that an equal number (500) who

are not enpl oyed el sewhere would return to teach, and about 500 of currently
teaching retirees with earnings below the income limt would now exceed the

limt. The average pay for these two groups is projected to be $25, 000 per

year.

When a 6% average marginal tax rate was applied to these projected income
amount s, additional inconme tax liabilities would be around $140, 000 for the
first group and $1.1 mllion for the second and third groups of retirees.

The | oaned enpl oyee credit and the enpl oyer-sponsored cl asses credit
proposals are identical to |last year’s AB 1713 (as anmended April 22, 1998).
The sane net hodol ogy has been used with updates for nore current data.

B) Loaned Enpl oyee Credit

Revenue | osses woul d depend on the nunber of qualified enpl oyees |oaned to
California public high schools, comunity coll eges, or vocationa
institutions for teaching math or sciences, the anount of total expenses
incurred by enployers, and their respective incone tax liabilities. This
estimate was based on available information pertaining to math and sci ence
teachers in California public high schools and community coll eges.

According to the California Departnent of Education, the nunber of math
and science teachers in California public high schools (grades 9-12) was
nearly 12,800 in full-tinme equivalents during the school year 1996/ 97.
These school s project the need for an additional 1,300 math and sci ence
t eachers.

Based on an estimate from Community Col |l eges Chancellor’s Ofice, public
communi ty col |l eges had about 4,000 nmath and sci ence teachers for the
1996/ 97 school year, and there is a demand for approxi mately 400%

addi tional teachers for these classes.

It was assuned that | oaned enpl oyees under this bill would constitute
approxi mately 1.5% of the classroom hours corresponding to these school s’
demand (over 50,000 hours), and that school districts would recomend

em nence credentials for high school instruction. The interaction with
the hiring of retired teachers was considered, but it was determ ned that
the fiscal result probably would be insignificant.
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Since “vocational institutions” is not defined, it is assumed that the
nunber and hours of | oaned enpl oyees for all California “vocational
institutions” would be equivalent to comunity coll ege | evels.

Total qualified enployer expenses for these enpl oyees are projected to be
over $2 nmllion (based on average yearly salary of $50,000 and $15, 000 of
addi ti onal enpl oyer expenses, such as fringe benefits, payroll taxes and

ot her costs).

At a 50%tax credit, the order of nmagnitude would be | osses about
$750,000 in the first year increasing to over $1 million annually in the
foll owi ng years.

C) Enpl oyer - Sponsored C asses Credit

Revenue | osses woul d depend on the nunber of open-spaces in enpl oyer-
sponsor ed educational classes filled by California public school teachers
(hi gh school and community college |level) during a school year, the

enpl oyers’ expenses, and their respective incone tax liabilities.

This estimte was based on assunptions regarding overall participation rates
for full-time and part-tinme teachers in California public high schools
(grades 9-12) and community colleges. |In addition, qualified “classes” are
understood to be regular classroomsettings during working hours, not

speci al banquets, conferences, and the |ike.

It was assunmed that 1% of all teachers (over 2,800) would be able to use
open spaces in enpl oyer-sponsored cl asses during a school year for an
aver age expense per attendee of $150.

Revenue | osses froma 50%credit are projected to be insignificant (at about
$200, 000 per year).

The deduction offset was considered for both credit estimates.

BOARD POSI T1 ON

Pendi ng.



